This paper empirically assesses the integration of ASEAN with the European Union (EU) from an ASEAN-European Union trade model, and investigates their untapped trade potential. For the observation period of 1996 to 2008, the ASEAN-EU trade gap between the potential trade and the actual trade appears quite substantial. This study opens up the scope for future study on the ASEAN-EU regional integration.
I. Introduction
Regional integration has been a major research topic in international economics and finance over the last two decades. The initial focus was on the assessment of the monetary policy and currency integration potential of the European Union (EU), latter the research area further extends to cover the assessment of the success of the Euro as well as the investigation of the integration potential of other regions. During this period, the East Asia, ASEAN, the South Mediterranean countries and the East African Community (EAC) appear as potential candidates for regional integration. Among these regions, economists such as Bayoumi and Eichengreen (1997) suggest that East Asia and ASEAN as highly credible candidates for a currency union after EU, although significant differences exist in the integration process between the EU and East Asia (Capannelli and Filippini, 2010) . In recent years, ASEAN has shown remarkable success in their regional integration process. This paper assesses the possibilities of the ASEAN-EU trade integration by estimating the existing untapped trade potential between the two regions. For this analysis, four countries have been selected from the European Union, namely France, Germany, Italy and Spain and six members from ASEAN, namely Singapore, Indonesia, Malaysia, Thailand, the Philippines and Viet Nam. These selected members represent the major trade and GDP share of the respective regions. The analysis focuses on three main issues, such as the level of trade integration between ASEAN and the EU, untapped trade potential, and the pattern of the gap between the potential trade and the actual trade in these regions. This paper applies an "out-of-sample" method to measure the untapped trade potential between the two regions. The estimated EU trade model is used as a benchmark, and applied to the ASEAN-EU perspective. This paper uses data for the period of 1995 to 2008, which provides a recent scenario on the success and possibilities of ASEAN attempts for extra-regional trade integration with the European Union.
The rest of the paper is organized as follows: Section II provides an overview of ASEAN trade relation as well as a critical review of the existing literature on trade integration, followed by a description of the analytical framework in Section III. Model estimation and an analysis of empirical findings are discussed in Section IV. Concluding remarks are given in the final section.
